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PHILIPPINES: KEY ECONOMIC INDICATORS 


All values in US$ Million unless otherwise indicated 

Exchange Rates (Average for periods covered): : Annual 
1977: 7.4028 Percent 
1978: 77.3658 1977 1978 1979a/ Change b/ 
1979: 27.3775 a 
INCOME, PRODUCTION, EMPLOYMENT 
GNP at current prices c/ 20,813.6r/ 23,863. 3x/ 29,234.0 
GNP at 1972 prices c/ 10,423.0r/ 11,131.6r/ ii, 757.0 
Per capita GNP, current prices c/ $466.5r/ $520.0r/ $619.6 
Fixed-capital formation on 

durable equipment, 1972 prices c/ + 1,139.3r/ 1,241.0r/ 1,358.5 
Personal income, current prices c/ 16 ,572.0xr/ 19,020.9r/ 23,608.5 
Indices (1972 = 100) ey 

Mining (physical production) 132.6 ; 134.2 141.3 

Manufacturing (physical production) 120.4 126.3 132.1 

Average Labor Productivity 4/ 107.1 112.6 n.a. 

Average Industrial Money Wage 238.2 146.4 156.7e/ 
Labor Force (000 workers) 15,200 15,534 16,668 
Average unemployment rate (%) 6.3x/ 5.7x/ 4.7 


MONEY AND PRICES 
Money Supply 2,018.0 2,300.6 . 2,523.0 
Interest rate (%) f£/ 12.6 10.7 12.8 
Indices: Manila (1972 = 100) 
Wholesale prices 231.2 247.0 290.0 
Consumer prices ; 188.6 202.9 241.1 


BALANCE OF PAYMENTS 
Central Bank Gross Reserves g/ 1,525.1 1,882.7 2,455.0 
Outstanding External Debt 6,562.7 - 8,001.2r/ _ 9,636.6 
Annual debt service burden Ta3.0 937.0 1,298.0 
Annual debt service ratio (%) h/ 16.9 20.3 18.6 
Balance of Payments 164.0 -54.0 -570.0 
Balance of Trade -838.0 -1,307.3 -1,209.6e/ 
Exports, f.0.b. 3,076.0 3,425.0 3,331.4e/ 
U.S. Share (%) 35.0 33.4 30.4e/ 
Imports, f.0.b. 3,914.8 4,732.2 4,541.0e/ 
U.S. Share (%) 20.4 21.0 23.1le/ 


Main imports from USA (Jan-Sep 1979): (1) Cereals and cereal preparations, $83.6; 

(2) Machinery specialized for particular industries, $69.4; (3) General industrial machinery 

and equipment, $67.3; (4) Road vehicles, $42.3; (5) Electric machinery, apparatus and 

appliances, $36.6; (6) Textile fibers, $34.8. 

Main imports from abroad (Jan-Sep 1979): (1) Petroleum and petroleum products, $964.1; 

(2) Machinery specialized for particular industries, $258.6; (3) Road vehicles, $255.8; 

(4) General industrial machinery, $234.7; (5) Power-generating machinery, $134.9; (6) Organic 

chemicals, $132.1; (7) Electric machinery, apparatus and appliances, $115.6; (8) Cereals and 

cereal preparations, $107.9; (9) Artificial resins, $100.5. 

a/ Advance estimates. xr/ Revised. 

b/ Percentage changes for data criginally available in pesos were calculated using peso 
values. ° ea FS 

c/ Peso values converted to “dollars using average exchange rate for the period. 

a/ Net value added per employed person in manufacturing in 1972 prices. 

e/ Preliminary as of September 1979. 

£/ Weighted average of money market rates (borrowing and selling). 

g/ Outstanding as of end of period. ee" 

h/ For debt of over one year, maturity... ,.- A) 

Sources: Central Bank, National Census and Statistics Office, National Economic and 

Development Authority, Budget Commission, Ministry of Labor. 








SUMMARY : 2 


The Philippines is still predominantly a commodity exporting country, earning 

over 60 percent of its foreign exchange from coconut products, sugar, timber, 

copper concentrates, tropical fruit, and other commodities. The manufacturing 
sector is unevenly split between buoyant, export-oriented light industry 

(e.g. garments and electronics) and stagnating, protected, import substitution 
industries. Government of the Philippines (GOP) export performance remains subject 
to commodity demand cycles, but is increasingly benefiting from the growth of 

a competitive export-oriented manufacturing sector. 


International comparative advantage for the Philippines lies in low labor 
costs which remain considerably lower than elsewhere in industrialized Asia. 
Labor-intensive light industry, which receives a full measure of government 
assistance, has expanded rapidly during the last decade and is expected to 
continue to do so in the future. 


The second leg of development strategy followed by the government since the 
early 1970's has been large infrastructure inputs into the rural sector to 
broaden domestic consumption and savings, as well as stabilize urban migration 
trends. There has been slow, steady success in rural development, resulting 
notably in improved cereal production and higher incomes in some areas but 
continued and sizable investment is foreseen for some time in the countryside. 


Complicating the basic economic picture during 1979 has been the substantial 
price increase in petroleum, bringing with it a high rate of inflation, 
expected to be somewhat below 20 percent for the year, and a notably higher 
trade deficit expected to be about $1.7 billion. Fortunately, international 
commodity markets improved--increasing total export earnings about 30 percent 
over 1978--helping to blunt some of the impact of higher petroleum costs. 


The flagging import substitution portion of the industrial sector was subject 
to intense review in 1979, which is expected to lead to a decrease of tariff 
protection and reorientation toward international competition. The 11] heavy 
industry projects announced in September have also been subject to much 
discussion because of the substantial $6 billion cost and the possible 
detraction from past development goals. Official criteria for these projects, 
however, emphasize export potential, a high degree of foreign equity invest- 
ment, and foreign financing of capital goods imports by financial institutions 
in the exporting countries. 


For 1980 external factors such as the price of imported petroleum, which 
still makes up 81 percent of the country's energy needs, will continue to 
have a marked effect on inflation and development. There are positive trends, 
nevertheless, for most commodity exports except possibly coconut oil. The 
Philippine Government is planning new incentives for export expansion and 
industrial investment, as well as continued high infrastructure investment in 
energy and rural areas. 








CURRENT ECONOMIC DEVELOPMENTS 


Commodity Prices Improve After Several Years of Decline 


Philippine traditional exports are expected to amount to about $2.8 billion 
in 1979. Copper concentrates showed the greatest improved earnings with 
projected foreign exchange receipts of $447 million for 1979--an increase 

of 59 percent over 1978. Production, however, was up only slightly, about 
three percent. On the basis of decreasing stocks, copper prices are likely 
to be good well into 1980, which would probably encourage present mining 
expansion plans and may lead to production increases of as much as 20 percent 
during 1980, barring fuel shortages. 


Coconut products remained the chief export commodity, accounted for earnings 
of $1 billion, an increase of 12 percent over 1978, on decreased aggregate 
volume of 18 percent. Prices for coconut oil fell slightly late in the year 
and 1980 sales are anticipated to remain at or somewhat below the 1979 
level. 


Sugar products exported in 1979 are estimated to reach approximately $230 
million. Earnings were boosted by higher prices in the fourth quarter, 
which reached 14¢ a pound for a three-and-half-year high. This upward 

trend is expected to continue until mid-1980. United States signing of the 
‘International Sugar Agreement in late 1979 is also viewed as a positive sign 
for a stronger market. 


Timber products enjoyed a generally good year, with total earnings expected 
to be about $430 million. Log exports in 1979 were sharply down in volume 
(880,000 c.m. versus 2.21 million c.m. in 1978) because of Government of 
the Philippines (GOP) policy to encourage domestic processing. Exports of 
cut lumber declined marginally (557,500 c.m. through October for a three 
percent decline) but increased in value by 46 percent to $124.63 million. 


Other traditional commodity exports, such as fish and abaca fiber and 
cordage also enjoyed stronger markets. Fish exports will amount to $95 
million (up 32%), primarily on the basis of higher shrimp prices and 
expanded tuna catch. Abaca exports are generally up in volume but noticeably 
higher to the U.S. with an 18 percent jump in the first three quarters to 
114,300 bales. $ 


Among non-traditional commodity exports bananas continue to expand rapidly, 
growing in export value to $143 million in 1979--up 70 percent from the 
previous year. 


Expanding Exports and Industrialization to Provide Dollars and Jobs 
Mounting trade deficits, estimated at $1.7 billion for 1979 and as much as 


$2 billion in 1980, plus the pressure of some 500,000 annual entrants 
into the labor market make expansion of the industrial sector and substantial 








growth of export earnings critical. Early in the fall of 1979 the GOP 
announced a three point industrial policy for the 1980's. The new industrial 
plan calls for (1) an organized export promotion effort, (2) rationalization 
of industry and (3) an accelerated implementation of major industrial projects. 


The most dynamic component of the industrial sector has been the performance 
of non-traditional manufactured exports. Within this category garments and 
electronics have led the way (increasing some 27% and 78%, respectively, 

in 1979), but furniture, wood products, shoes and leather goods have also 
shown increasing export potential. Most of these industries also tend to 
be labor intensive and some of the fastest growing, such as ready-made 
garments and transistorized electronics, depend on imported raw materials 
that are assembled or fashioned in the Philippines--often in the Bataan 
Free Trade Zone or one of the two new equivalents in Baguio or Cebu--for 
shipment abroad. In October a government export promotion program was 
announced that would emphasize expansion of the above leading exports. To 
facilitate this policy the GOP implemented certain tax exemptions and 
administrative reforms. A public-private sector dialogue was also opened 
with 40 leading domestic market companies to motivate expansion of their 
export efforts and to encourage 12 leading business groups to organize 
international trading networks. 


In line with reshaping the manufacturing sector to meet international 
competition the decision was also made to dismantle protective measures 

that sheltered domestic industries from foreign competition but stymied 
growth. Such changes will entail, among other things, a gradual but 
significant tariff reduction, scaling down the “list of overcrowded 
industries” in order to permit new entrants into the market, emphasis on 
larger and more internationally competitive plant units, and decentralization 
outside the metropolitan Manila area. 


In September President Marcos announced a stepped up industrialization 
program that would include some 11 major projects at a total cost of about 

$6 billion. Most of these projects, such as a copper smelter, a phosphate 
fertilizer plant, an aluminum smelter, an integrated steel mill, a diesel 
engine plant, a downstream petrochemical project, rationalization of the 
concrete and coconut industries, and an integrated pulp and paper mill have 
been under discussion for several years and have suffered from mounting 

cost inflation. It is now planned that as many of these projects as possible 
should be put into place in the next decade to reduce plant costs and move 
the country ahead into heavy industry. A key element in implementation 

will be the attraction of maximum foreign investment, as well as the utiliza- 
tion of export credits with extended grace periods. This strategy is 
designed to cause minimum strain on foreign debt carrying capacity and to 
allow payback at a later period when the export expansion program takes hold. 
Many of the industrial projects are designed for export capacity and are 
expected to provide a net foreign exchange flow. 





Tight Credit Failed to Halt Mounting Trade Gap 


Considerable increase of imports in the first six months, anticipatory to 
petroleum price increases, boosted total imports by some 25 percent to about 
$5.9 billion in 1979. The import spree was abruptly turned off at the end 

of the second quarter as the Central Bank closed the rediscount window to 

all but the priority sectors, such as agriculture, labor-intensive export 
industries and cottage industries. Consequently, commercial credit became 
exceptionally tight for most of the second half of the year. Money supply (My) 
was targeted for an annual increase of 15 percent but averaged only 9.7 per- 
cent for the year. The ride was a rocky one, with March and April rates ap- 


proaching 20 percent and those since July below 10 percent. The tightening of 
commercial credit was not sufficient to prevent a trade deficit gap of about 


$1.7 billion and an estimated balance of payments deficit of some $570 
million for 1979. 


The mounting cost of imported petroleum products and capital goods will 
continue to exert pressure on the balance of payments and produce large 
trade deficits that may exceed $2 billion for the next several years. 
Increasing debt service costs will also boost the outflow of invisibles, 

but remittances by some 300,000 overseas workers, estimated by the 

Ministry of Labor to be as high as $1 billion in 1979, will help to counter- 
act the drain. 


Domestic interest rates on loans and deposits were raised 2 percent across 
the board in December, increasing to 21 percent the maximum rates for loans 
more than two years in duration. 


IMF Standby Agreement and Development Assistance 


To assist in meeting balance of payments deficits the Philippines plans to 
obtain International Monetary Fund (IMF) standby assistance of $533 million 
(410 million Special Drawing Rights-SDR) for the period 1980-81. Conditions 
of the proposed standby agreement include: (1) restructuring of the indus- 
trial sector, including reduction of tariff protection; (2) reduction and/or 
removal of import licensing regulations; (3) improvement of credit facilities 
for export industries; (4) an increase in the ceiling on new foreign commer- 
cial borrowings by $275 million, for 1980 (from $975 million to $1.25 
billion), with subceiling of $100 million on loans of one to five years 
duration; loans covered by the ceiling would be for periods of from one to 
twelve years, not one to fifteen years as formerly required; (5) financial 
reforms to allow universal (joint investment and commercial) banking with 
the purpose of providing longer term investment to industry and agriculture. 


The joint World Bank-IMF consultative meeting held December 13 and 14, 1979, 
approved official development assistance (ODA) of up to $1 billion for 1980 
and an increase in the financing of all costs from 50 percent to 60 percent 
of the total cost of projects. 








For FY 80/81 it is also likely that the IBRD will provide $00 million in 
project loans and a $200 million program loan to indirectly help certain 
industries, particularly textiles, reorient toward exports. 


1980 Budget: Large Capital Outlays Continue, Direct Taxation to Increase 


Some $1.8 billion, 34 percent of the total 1980 national budget of $5.4 
billion, will be earmarked for capital outlays, slightly above the 32 percent 
proportion of the two previous years and continuing sizable public sector 
participation in capital formation. Most of the capital expenditure will be 
used to increase production, improve infrastructure and facilities that will 
support industries in the private sector, as well as individual efforts 

to improve food production and manufacture of basic needs. 


National revenues for 1980 are projected at $4.3 billion, 14.2 percent 
higher than the previous year but leaving a deficit of $1.1 billion (up 22 
percent - from 1979 and double that of 1978) to be financed nearly equally 
by foreign ($597 million) and domestic borrowing. 


In his budget message President Marcos pointed to constraints of limited 
revenue and borrowing capacity and said the GOP would have to move more into 
direct taxation to increase revenues. More than 40 percent of tax revenues 
now come from import and export duties but there had been relatively little 
increase in corporate and personal income taxes in the past decade. Six 
new tax measures came into effect January 1, 1980 that are expected to add 
about $223 million in new revenue. Among these are a real estate capital 
gains ($5.4 million), change in petroleum inventory accounting ($40.7) 
gasoline special fund ($93.6 million), electric use tax ($6.1 million), 
travel tax ($4.1 million), petroleum tax ($40.7 million) and increase in 

log export tax ($32.6 million). In an effort to improve the collection of 
taxes there were mass firings of corrupt officials in the Bureau of Internal 
Revenue (BIR) during the second half of 1979. 


Proportion of Domestic Energy Increases But... 


Philippine petroleum production in 1979 stabilized at 40,000 barrels a day-- 
enough to meet some 17 percent of its daily petroleum needs of 225,000 
barrels--from the Nido field near Palawan Island. However, this flow rate 
dropped to 21,300 barrels at the beginning of 1980. Nido, which opened in 
April 1979, is to be followed by Cadlao about September 1980. Cadlao is 
expected to produce between 15 to 20 thousand barrels a day. The third 
field, Matinloc, may start production by late 1980 and is estimated to be 
somewhat more productive than Cadlao. 


Geothermal generating capacity is scheduled to more than double in 1980 
from the present 223 megawatts to about 80 megawatts. Three 50-MW hydro- 
power writs of the Argus River project in Mindanao were to go on stream in 
1979 but no major hydroelectric projects are scheduled for completion on 
the important Luzon grid wtil 1982. 








All sources of domestic energy now contribute an estimated 18.04 percent of 
the country's needs (17,069 thousand barrels of oil equivalent [MBOE]), 
Domestic energy is broken down into 9.96 percent (9,150 MBOE) of petroleum 
production, 6.35 percent (5,838 MBOE) hydropower, 1.45 percent geothermal 
(1,332 MBOE), 0.81 percent coal (743 MBOE, a decrease from 809 MB3O0E in 1978) 
and .01 (6 MBOE) nonconventional. Imported petroleum accounted for 81.42 


percent of the country's 1979 energy needs (74,830 MBOE, down from 81,532 
MBOE in 1978). 


---Cost of Imported Petroleum Remains a Basic Question for 1980 


Petroleum imports are expected to cost $1.6 billion in 1979 and at least 

$2 billion in 1980, without taking into account the December 1979 OPEC price 
increases. These figures are approximately equivalent to the anticipated 
trade account deficits in the 1979 and 1980 balance of payments. 


Since August 1979 the average imported petroleum price has increased 6 per- 
cent ($1.63 a barrel or an average of 9.8 centavos per liter). The rest of 
the increase has been met through a government-run stabilization fund, which 
was exhausted by the end of 1979. As a result of the depletion of the 
stabilization fund and the December OPEC price increases, local companies 
have requested average increases of 50 centavos a liter in the price of 
petroleum products. Such an increase would bring the price of premium 
gasoline from the existing three pesos to four pesos a liter (about $1.60 
to $2.00 a gallon). GOP may also increase gasoline taxes and special fund 
assessments, adding an additional 20 to 50 centavos a liter. The cost of 
petroleum will certainly be an important component in the 1980 rate of 
inflation. 


Inflation Expected to Be Under 20 Percent for 1979 


The consumer price index (CPI) for metropolitan Manila was 22 percent higher 
the end of November than it was twelve months before. The capitai'’s CPI 
peaked at 23.4 percent in September for a twelve month period and then slowly 
declined. The Central Bank believes that the final rate of inflation for 
the 1979 calendar year will be somewhat below 20 percent. The major OPEC 
price increase in petroleum and deregulation of the prices of basic commo- 
dities particularly rice, were responsible for significant price increases 

in electricity, transportation and cereals. 


The Government sought to hold the purchasing power of wage earners at a 
reasonable level by ordering an increase in the minimum wages and cost of 
living allowances in April and an additional hike in cost of living allowances 
in August 1979. There were, however, wide ranging exemptions, including 
export industries and plantation workers, that limited the effect of the 
Measure. Consequently, overall, real wages for many workers declined during 
the year. The minimum basic wage in metropolitan Manila was raised in 

August to 21.30 pesos or $2.89 a day (basic wages plus the emergency 
allowances and other legislated benefits). 
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IMPLICATIONS FOR U.S. BUSINESSMEN 


Trade-MIN will Reduce Some Tariffs 


The US-Philippine bilateral Multilateral Trade Agreement (MTN) signed on 
October 30, 1979 covered about one-third of the U.S. imports and more than 
half of the Philippine exports. Among the Philippine tariffs reduced for 
U.S. products are those affecting frozen turkey, fresh apples, tallow, 
cotton seed oil, fungicides, kraft paper and telegraphic apparatus. U.S. 
tariffs will be eliminated for coconut meat and oil, lumber, abaca fibers, 
and copper ores. U.S. tariffs will also be substantially reduced on 
anchovies, bananas, lauan veneers, plywood, among other items by 1984. 
Philippines adherence to the General Agreement on Tariffs and Trade (GATT) 
as of January 1, 1980, will result in lower tariffs for the EEC, Scandinavian 
countries, Switzerland, Canada, Japan, New Zealand, Australia and Austria. 


U.S.-Philippine trade for the first nine months of 1979 was almost evenly 
balanced with $1.05 billion in exports from the U.S. to the Philippines and 
$1.01 billion in the reverse direction. Cereals, primarily wheat, continued 
to be a large proportion of U.S. exports, accounting for $83.6 million. 

Aside from textiles, which amounted to some $34.8 million, most other large 
categories of U.S. exports were machinery, including: specialized industrial 
machinery $69.4 million, general industrial machinery and equipment $67.3 
million, road vehicles $42.3 million, and electric machinery, apparatus and 
appliances $36.6 million. 


Best prospects for sales include computers, metalworking equipment, pollution 
control equipment, food processing and packaging equipment, and construction 
machinery, tools and building materials. Other industries that offer good 
sales opportunities include: security and safety equipment, health care 
equipment and laboratory instruments, and process control instrumentation. 


Investment: Incentives for Exporters 


Central Bank approved and registered direct foreign equity investment for the 
first six months of 1979 was $122.41 million--indicating that there will be 

a substantial increase in 1979 over the $169.9 million recorded for all of 
1978. This figure includes Board of Investment (BOI) enterprises registered 
under both the Investments Incentives Act and the Export Incentives Act, 
Central Bank certified export-oriented companies, export zone registered 
enterprises, banks and others. Of the total committed investment some $48.2 
million represented cash, $23.8 million unremitted dividends and profits, 

and $43 million technical fees. 


Wholly foreign investments covered by the BOI incentives showed a decline 
to 24 percent of the total ($57 million) in the first three quarters of 
1979 from its 40 percent proportion in 1978. On the other hand, joint 
ventures with foreign equity rose sharply to 54 percent of the total 
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($127 million) for the first nine months of 1979, compared with 40 percent 
($80 million) in 1978. Joint ventures approved by the BOI have been equal to 
or higher than wholly foreign investments since 1976 and indicates the growing 
diversity and sophistication of local industry. 


The Board of Investments announced several new incentives during 1979. Among 
these is a more favorable way of calculating debt-equity ratios based on 
export earnings to boost local borrowing limits. BOI also claims to have 
speeded up the processing of incentive applications. 


New American investment in the Philippines include a joint-venture soya bean 
processing plant, several large electronic transistor assembly operations, new 
lines in food processing and several metal working operations. 


Three new export processing zones in Iloilo (Visayas), Zamboanga and Davao 
(Mindanao) are to be established in 1980 with financial assistance of the 
World Bank. Three additional sites. in Tacloban (Leyte), Legaspi and 
Angeles (Luzon) have been proposed as possible future locations. 
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